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NEWS RELHASE

FOR RELEASE

Hunzetman, Putzier & Co., PLC today released an audit report on the City of Battle Creek,
Towa.

The City's receipts totaled $468,597 for the year ended June 30,2005, and included
$119,340 in property tax; $242,830 from charges for services; 595,963 from operating grants,
contributions and restricted interest; $4,985 from unrestricted investment earnings; and $3.479
from other general receipts.

Disbursements for the year totaled $413,830 and included $115,176 for public safety,
$42 885 for public works, and $31,020 for general government. Also, disbursements for business
type activities totaled $169,705.

This report contains recommendations to the City Council and thetr indicated responses to
the recommendations.

A copy of the audit report is available for review in the office of the Auditor of State and the
City Clerk's office.
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Independent Auditor's Report

To the Honorable Mayor and
Mermbers of the City Couneil
Battle Crack, Towa

We have audited the accompanying financial statements of the governmental activities, the business type
activities, each major fund, and the aggregate remaining fund information of City of Battle Creek, Iowa, as of and
for the vear ended June 30, 2005, which collectively comprise the City’s basic financial statements listed in the
table of contents. These financial statements are the responsibility of the Usty’s management. Our responsibility s
1o express opinions on these financial siatements based on our audit.

We conducted our audit in accordance with U.S, generally accepted auditing standards and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
{he United States. Those standards require that we plan and perform the audif 1o obtain reasonable assurancs sbout
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinions.

As described in Note 1, these financial statements were prepared on ihe basis of cash receipts and
disbursements, which is a comprehensive basis of accounting other than U.5. generaliy accepted accounting
principles. Also, as permitted by the Code of lowa, the accounting records of the City have not been audited for
al} prior years. Accordingly, we were unable to satisfy ourselves as to the distribution by fund of the total fund
balance at July 1, 2004,

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary had we been able to verify the distribution by fund of the total fund balance at July 1, 2004, as discussed
in the preceding paragraph, the financial statements referred to above present fairly, in all material respects, the
respective cash basis financial position of the governmental activities, the business type activities, each AT
fund, and the aggregate remaining fund information for the City of Battle Creek, as of hune 30, 2005, and the
respective changes in cash basis financial position for the year then ended in conformity with the basis of
accounting described in Note 1.

I accordance with Government Auditing Standards, we have also issued our report dated November 17,
2005 on our consideration of City of Battle Creek's internal control over financial reporting and our tests of its
comphance with certain provisions of laws, reguiations, coniracts, grant agreements, and other matters. The
purpose of that report is to describe the scape of our testing of internal control over financial reporting and
compliance and the results of that testing and not to provide an opinion on internal control over financial reporting
or compiiance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and shouid be considered in assessing the resulis of our sudit,

Budgetary comparison information on pages 16 through 17 is not a required part of the basic financial
statements, but is supplementary information required by the Governmental Accounting Standards Board. We
applied limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the requied supplementary information. We did not audit the information and
express no opinion on it



City of Battle Creek, Towa, has not presented Management’s Discussion and Analysis that accounting
principles generally accepted in the United States has determined is necessary (o supplement, although not
required to be part of, the basic financial statements.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise City of Baitle Creek’s basic financial statements. Other supplementary information included in
Sehedules 1 through 4 is presented for purposes of additional analysis and 15 not a required part of the basic
financial staternents. Such information has been subjected to the auditing procedures applied in our audit of the
hasic financial statements and, in our opinion, is fairly stated in alt material respects in relation to the basic
financial statements taken as a whole.

/
I

November 17, 2003



CITY OF BATTLE CRERK
STATEMENT OF ACTIVITIES AND NEL ASSETS - CASH BASIS Exhibit A
ASOF AND FOR THE YEAR ENDED JUNE 30, 2005

Net {Dishursements) Recempts and

Program Receipts Changes i Cash Bagis Net Assals
Operating
{rants,
Contributions, Business
Charges for and Restricied  Governmental Fype
Dishursesent Seryi Tnterest Agtivities Activities Toial
Functions/Programs:
Govemmental Activities
Public safety § 115176 5 25031 3§ 25083 5 {65062) 5 - S (65.082)
Public works 47,883 - 61,777 18,802 - 18,892
Culture and recreation 30,159 664 6,078 (23,417 - {23417)
Community aad economic dovelopment 5,924 . ~ {8,924) - {6,924
General sovernment 31,020 1,853 3025 (26,1423 - {26,142)
Drebt service 17,961 - - {17,961 - {17,961}
Total sovernmental activities 244,125 27,548 $5,963 (1260,614) - {124,614
Business lype activities
Water 33,865 £8,659 - - 14,794 14,794
Sewer 48,828 80,152 - - 11,324 11,324
Garbage 35,104 58,593 - - 3489 3,489
{.agoon 11,908 27,878 - I A 15,870
Total business type activities 169,705 215,282 - - 35577 45,577
Total 5 413830 0§ 242830 % 45983 {120,614} 45,577 {73,037y
Greneral Recoipts:
Property tax evied fon
General purposes 84,840 - 84,940
Employes benefits 13,500 - 13,900
Emergency 2,208 - 2,208
rebi service 18,1923 - 1,192
Utility franchise tax 2,408 - 2,408
Unrestricied inlerest on investiments 3,651 1.334 4 985
Bank franchise tax 1,308 - 1303
Miscellansous . 1,766 - _ 1,766
“Total general receipts and transfers 128 476 1334 126,804
Change in cash basis net assels 7,856 46,911 34,767
Cash basis net assels beginning of year 233917 151,058 404,973
Cash basiz net asseis end of year § 261773 % 191567 § 430740
{Cominued)



CITY OF RATILE CREEK
STATEMEINT OF ACTIVITIES ANDNET ASSETS - CASH BASIS
AS OF AND FOR THEYEAR ENDED IUNE 30, 2003

Program Receipts

Ixhibit A
{Continued)

Net {Disbursements] Receipis and
Changes in Cash Basis Net Assets

pis
Crperating

Grants,
Contributions,
Charges for  and Restricted

B‘i’\hﬁﬂ‘?m £nis S !‘&Q"}' e §xﬁ erest

Cash Basis Net Assets
Restricted:
Sireets

Drebt service

Employes benefits

(ther purposes
Unrestricted

Total cash basis notf assets

See potes o financial stalements.

P
i

Business

Governmental Type
$ 28531 5 - s 28353
15,286 4,563 55,849
43,231 - 43,321

8,372 - 887

165,853 157,404 1217257
$ 261773 % 197967 % 450740




CITY OF BATTLE CREEK
STATEMENT OF CASH RECEIPTS, DISBURSEMENTS,
AND CHANGES IN CASH BALANCES
GOVERNMENTAL FUNDS Exhibit B
AS OF AND FOR THE YEAR ENDED JUNE 30, 2005

Special Revenue

(ither
Non-major
Road Use Employee Governmental

General Tax Benefits Funds Total
Receipts:
Property tax $ 81,050 % - $ 13,355 8§ 19,462 § 113,867
Other city tax 3,890 - H44 939 5,473
License and permits 1,853 - - - 1,853
Use of money and property 6,262 - 415 - 6,677
Intergovernmental 28,979 61,777 - - 9,756
Charges for service 24,174 - - - 24,174
Miscellaneous 9,181 - - - 9,181
Total receipts 158,389 61,7777 14,414 20,401 251,981
Dishursements:
Operating:
Public safety 111,572 . 3,604 - 115,176
Public works - 40,045 2,840 - 42,885
Culture and recreation 30,100 - 59 - 30,159
Community and economic development 6,924 - - - 6,924
General government 27,541 - 3,479 - 31,0290
Debt service - - - 17,961 17.961
Total disbursements 176,137 40,045 9 082 17,961 244,125
Net change in cash balances (20,748 21,732 4,432 2,440 7,856
Cash balances beginning of year _ 186,601 6,799 38,799 21,71% 253,017
Cash balances end of year $165,853 $ 28531 8 43231 § 24158 % 261773
Cash Basis Fund Balances
Reserved for debt service § - § - s - $ 15,286 % 15286
Unreserved:
General fund 165,853 . - - 165,853
Special revenue funds - 28,531 43,231 2,872 80,634
Total cash basis fund balances $165,853 $ 28531 § 43,231 § 24158 & 261,773

See notes to financial statements,
&



CILY OF BATTLE CREEK

STATEMENT OF CASH RECTIPTS, DISBURSEMENTS,

AND CHANGES IN. CASH BALANCES
PROPRIETARY FUNDS Exhibit C
AS OF AND FOR THE YEAR ENDED JUNE 20, 20058
Enterprise Funds
Water Sewer Garbage Lagoon Total
Operating Receipts:
Charges for service $ 66,754 $ 60,152 % 58593 0§ 27878 0§ 213377
Miscellaneous 1,905 - - - 1,903
Total operating receipts 68,659 60,152 58,593 27,878 215,282
Operating Disbursements:
Business type activities 33,865 48,828 35,104 - 187,797
Excess of operating receipis
over operating disbursements 14,794 11,324 3,489 27,878 57,485
Non-operating receipts (disbursements):
Interest on investments 1,334 - - 1,334
Debt service - - {11,908) (11,908
Total non-operating receipts
(disbursements} 1,334 - - {11,908} {10,574)
Net change in cash balances 16,128 11,324 3,489 15,970 46,911
Cash balances beginning of vear 97,048 30,808 {1.397%) 24,5593 151,056
Cash balances end of year $ 113,176 & 42,132 5 2006 & 40,563 § 197967
Cash Basis Fund Balances
Unreserved $ 113,176 % 42132 % 2096 % 40,563 % 197967
Total cash basis fund balances $ 113,176 § 42132 § 2006 & 40363 § 1979457

See notes to financial statements,

9



CITY OF BATTLE CREEK
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCQUNTING POLICIES

City of Battle Creek is a political subdivision of the State of lowa located in Ida County. It was first
incorporated in 1880 and operates under the Home Rule provisions of the Constitution of Towa. The City
operates under the Mayor-Council form of government with the Mayor and Council Members elected on &
non-partisan basis, The City provides numerous services o citizens including public safety, public works,
culture and recreation, community and economic development, general government services, and business
type activities.

A,

Reporting Enfity

For financial reporting purposes, City of Battle Creek has included all funds, organizations, agencies,
boards, commissions, and authorities. The City has also considered all potential component units for
which it is financially accountable, and other organizations for which the nature and significance of
their relationship with the City are such that exclusion would cause the City's financial statements to be
misleading or incomplete. The Governmental Accounting Standards Board has set forth criteria to be
considered in determining financial accountability. These criteria include appointing a voling maiority
of an organization's governing body, and (1} the ability of the City to tmpose its will on that
organization, or (2) the potential for the organization to provide specific benefits to, or impose specific
financial burdens on, the City. The City has no component units which meet the Governmental
Accounting Standards Board criteria.

Jointly Governed Organizations

The City participates in several jointly governed organizations that provide goods or services to the
citizenry of the City but do not meet the criteria of a joint venture since there is no ongoing financial
interest or responsibility by the participating governments, City officials are members of or appoint
members to: Ida County Assessor’s Conference Board, Ida County F911 Board, and Ida County
Emergency Management Compuisston.

Basis of Presemtation

Government-wide Financial Statements - The Statement of Activities and Net Assets reports
information on all of the nonfiduciary activities of the City. For the most part, the effect of
interfund activity has been removed from this statement. Governmental activities, which are
supported by tax and intergovernmental revenues, age reported separately from business type
activities, which rely to a significant extent on fees and charges for services.

The Statement of Activities and Net Assets presents the City’s nonfiduciary net assets. Net assets
are reported in two categories.

Restricted net assets result when constraints placed on net asset use are either externally imposed
or imposed by law through constitutional provisions or enabling legisiation.

Unrestricted net gssets consist of net assets that do not meet the definition of the preceding

category, Unrestricied net assets often have constraints on resources imposed by management,
which can be removed or modified.

19



CITY OF BATTLE CREEK
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - {Continued)

B.

Rasis of Presemtation - (Continued)

The Statement of Activities and Net Assets demonstrates the degree to which the direct disbursements
of a given function are offsel by program receipts. Direct disbursements are those clearly identifiable
with a specific function. Program receipts include (1) charges to customers or applicants who purchase,
use, or directly benefit from goods, services, or privileges provided by a given function and (2} grants,
contributions, and interest on investments restricted to meeting the operational or capital requirements
of a particular function. Property tax and other items not properly included among program receipts are
reporied instead as general receipts.

Tund Financial Statements - Separate financial statements are provided for governmental funds and
proprietary funds. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements. Al remaining governmental funds are
aggregated and reported as non-major governmental funds.

The City reports the following major governmental funds:
The General Fund is the general operating fund of the City. All general tax receipis and other
receipts not allocated by law or contractnal agreement to some other fund are accounted for in this
fund. From the fund arc paid the general operating disbursements, the fixed charges, and the
capital improvement costs that are not paid from other funds.
Special Revenue:
The Road Use Tax Fund is used to account for road construction and mainfenance.
The Employee Benefits Fund is used to account for taxes received to be used solely for
employee payroll taxes and health insurance.
The City reports the following major proprietary funds:
The Water FPund accounts for the operation and maintenance of the City’s water system.

The Sewer Fund accounts for the operation and maintenance of the City’s sanitary sewer systen.

The Garbage Fund accounts for the operation and maintenance of the City’s waste management
system,

The Lagoon Fund accounts for the operation and maintenance of the City’s waste water treatment
sysiem.

Measurement Focus and Basis of Accounting

The City of Baitle Creek maintains its [inancial records on the basis of cash receipts and disbursements
and the financial statements of the City are prepared on that basis. The cash basis of accounting does
not give effect to accounts receivable, accounts payable, and acerued items. Accordingly, the financial
statements do not present financial position and results of operations of the fupds in accordance with
.S, generally accepted accounting principles.

11



CITY QF BATTLE CREEK

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued}

C. Measurement Focus and Basis of Accounting - (Continued)

Proprietary funds distinguish operating receipts and disbursements from non-operating items.
Operating receipts and disbursements generally resuit from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. All receipts and
dishursements not meeting this definition are reported as non-operating receipts and disbursements.

. Budeess and Budsetary Accounting

The budgetary comparison and reated disclosures are reported as Required Supplementary
Information. During the vear ended June 30, 2005, disbursements exceeded the amounts budgeted in
the community and economic development finction.

CASH AND INVESTMENTS

The City's deposits in banks at June 30, 2008 were entirely covered by federal depository insurance or by the
State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This chapter provides for
additional assessments against the depositories to insure there will be no loss of public funds.

The City is authorized by statute to invest public funds in obligations ol the United States government, its
agenecies and instrumentalities; certificates of deposit or other evidences of deposit at federally insured
depository institutions approved by the City Council; prime eligible bankers acceptances; certain high rated
commercial paper; perfected repurchase agreements; certain registered open-end management investment
companies; cerfain joint investment trusts; and warrants or improvement certificates of a drainage district.

Interest rate risk - The City’s investment policy limits the investment of operating funds {funds expected to
be expended in the current budget year or within 15 months of receipt) in instruments that mature within
397 days. Funds not identified as operating funds may be invested in investments with maturities longer
than 397 days but the maturities shall be consistent with the needs and use of the City.

The City had no investments meeting the disclosure requirements of Governmental Auditing Standards
Board Statement Number 40,

BONDS AND NOTES PAYABLE

Annual debt service requirements to maturity for general obligation bonds, and revenue notes are as follows:

Year General Obligation
Ending Bonds Revenue Notes Total
June 30, Principal Interest Principal Interest Principal Interest

2006 £13,350 $2,518 8 7,000 $ 4,320 § 22,350 § 6,838
2007 16,200 1,735 7,600 4,110 23,200 5,845
2008 17,000 9011 7,000 3,500 24,000 4801
2009 - - 7,000 3,690 7,000 3,690
2010 . - 7,000 3,480 7,000 3,480
2011-2015 - - 41,000 13,930 41,000 13,950
2016-2020 - - 47,000 7,470 47,000 7,470
20212022 - - 21.000 960 21.000 860
Total $48,550 85,154 $144.000 541,880 $192 550 847,034

12



6.

CITY OF BATTLE CRELK
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2003

BONDS AND NOTES PAYABRLE - (Continued)

The resolutions providing for the issuance of revenue bouds include the following provisions:

a.  The bonds and notes will only be redeemed from the future earnings of the enterprise activity and the
note holders hold a lien on the future earnings of the fonds.

PENSION AND RETIREMENT BENEFLTS

The City contributes to the Towa Public Employees Retirement System (TPERS) which is a cost-sharing
multiple-employer defined benefit pension plan administered by the State of lowa. IPERS provides
retirement and death benefits which are established by State statute (o plan members and beneficiaries.
IPERS issues a publicly available financial report that includes financial statements and required
supplementary information. The report may be obtained by writing to IPERS, P.O. Box 9117, Des Moines,
jowa, 50306-9117.

Plan members are required to contribute 3.70% of their annual covered salary and the City is required to
contribute 5.75% of annual covered payroll, except for police employees, in which case the percentages are
6.16% and 9.23%, respectively. Contribution requirements are established by State statute. The City's
contribution to IPERS for the vear ended June 30, 2005 was $5,455 equal to the required contributions for
the year.

COMPENSATED ABSENCES

City employees accumulate a limited amount of earned but unused vacation hours for subsequent use or {or
paymient upon termination, retirement, or death. These accumulations are not recognized as disbursements
by the City unti} used or paid. The City's approximate liability for carned vacation payable to employees at
June 30, 2008, primarily relating to the General Fund, is as follows:

Type of Benefit Amount
Vacation 51,911

This liability has been computed based on rates of pay in effect at June 30, 2005,

SERVICE AGREEMENTS

The City has an agreement with Ida County Sanitation for refuse collection and hauling of solid waste and
recyclable materials. Payments under this agreement were $43.859 for the year ended June 30, 2005,

RISK MANAGEMENT

The City is 2 member in the Towa Communities Assurance Pool, as allowed by Chapter 670.7 of the Code of
Towa. The lowa Commmunities Assurance Pool {Pool) is a local government risk-sharing pool whose 309
members include various governmental entities throughout the State of Iowa. The Pool was formed in
August 1986 for the purpose of managing and funding third-party liability claims against #ts members. The
Pool provides coverage and protection in the following categories: general Hability, automobile lability,
automobile physicat damage, public official’s Hability, police professional liability, property. infand marine,
and boiler/machinery. There have been no reductions in insurance coverage from prior years.

13



CITY OF BATTLE CREEK
NOTES TO FINANCIAL STATEMENTS

RISK MANAGEMENT - (Continued)

Each member’s annual casualty contributions to the Pool fund current operations and provide capital.
Annual operating contributions are those amounts necessary 1o fund, on a cash basis, the Pool's general and
administrative expenses, claims, claims expenses and reingurance expenses due and payable in the current
year, plus all or any portion of any deficiency in capital. Capital contributions are made during the first six
years of membership and are maintained to equal 300 percent of the total current members’ basis rates or to
comply with the requirements of any applicable regulatory authority having jurisdiction over the Pool.

The Pool also provides property coverage. Members who elect such coverage make annual operating
contributions which are necessary to fund, on a cash basis, the Pool’s general and administrative expenses
and reinsurance premiums, all of which are due and payable in the current year, plus all or any portion of
any deficiency in capital. Any year-end operating surplus is transferred to capital. Deficiencies in
operations are offset by transfers from capital and, if insufficient, by the subsequent year's member
comtributions.

The City’s property and casualty contributions to the risk pool are recorded as disbursements from its
operating funds at the time of payment to the risk pool. The City’s annual contributions to the Pool for the
year ended June 30, 2005 were $18,852.

The Pool uses reinsurance and excess risk-sharing agreements to reduce its exposure to large losses. The
Pool retains general, automobile, police professional, and public officials’ liability risks up to $250,000 per
claim. Claims exceeding $250,000 arc reinsured in an amount not to exceed §1,750,000 per claim and
$3,000,000 in aggregate per year. For members requiring specific coverage from $2,000,000 to

$ 16,000,000, such excess coverage is also reinsured. Property and automobile physical damage risks are
retained by the Pool up to $100,000 each ocenrrence, each location, with excess coverage reinsured on an
individual-member basis,

The Pool's intergovernmental contract with its members provides that in the event a casualty ¢laim or series
of claims exceeds the amount of risk-sharing protection provided by the member's risk-sharing certificate, or
in the event that a series of casualty claims exhausts total members’ equity plus any reinsurance and any
excess risk-sharing recoveries, then payment of such elaims shail be the obligation of the respective
individual member. As of June 30, 2005, settled claims have not exceeded the risk pool or reinsurance
coverage since the pool’s inception.

Members agree to continue membership in the Pool for a period of not less than one full year. After such
period, a member who has given 60 days’ prior written notice may withdraw from the Pool. Upon
withdrawal, payments for all claims and claims expenses become the sole responsibility of the withdrawing
member, regardless of whether a claim was incurred or reported prior to the member's withdrawal.
Members withdrawing within the first six years of membership may receive a partial refund of their capital
contributions. If a member withdraws after the sixth vear, the member is refunded 160 percent ofits capital
contributions. However, the refund is reduced by an amount equal to the annual operating contribution
which the withdrawing member would have made for the one-year period following withdrawal,

The City also carries commercial insurance purchased from other insurers for coverage associated with
workers compensation. The City assumes Hability for any deductibles, and claims in excess of coverage
limitations. Settled claims resuliing from these risks have not exceeded commercial insurance coverage in
any of the past three fiscal years.

14
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CITY OF BATTLE CREEK
BUDGETARY COMPARISOUN SCHEDULE OF RECEIZTS, INSBURSEMENTS
AND CHANGES IN BALANCES -

BUDGET AND ACTUAL (CASH BASIS) - ALL GOVERNMENTAL
FUNTS AND PROPRIETARY FUNDS

REQUIRED SUPPLEMENTARY INFORMATION
ST B > N “:j'\ }[! }S
Final
Governmental  Froprietary to
Funds Funds Dudgeled Amounis Net
Astual Agiual Met Origingl Final Varianse

Receipts:

Propernty tax 3 113,867 % - $ 113867 & 113422 % 113422 3§ 445

Other city tax 5473 - 5473 3452 5,452 21

Licenses and permits 1,853 - 1,853 1,690 1,690 183

Use of money and property 6,677 1,334 011 7,000 7,000 1ot

Intergovernmentat 20,736 - O3, 756 166,900 166,900 {76,144

Charges for service 24,174 213377 237,551 266585 366,685 {29,134)

Miscelleneous 4181 1905 11,085 1,300 © 1,508 2.586

Total receipis 251,081 216,618 468,557 562,649 562,648 [94.652)

Lisbursements:

Public safety 113,178 - 115,176 161,967 161,967 46,791

Public works 42 RYE - 43,883 57,240 67.240 24335

Culture and recreation 30,139 - 34,158 115274 115,274 83,113

Communily and seonomic development 6,924 - 6,024 300 6,900 {24y

General government 31,020 - 31,020 31,375 31,373 353

Debt service 17,961 - 17,961 18,000 15,000 5

Busingss type activities - 169,705 165,705 195,638 155,658 25,853

Total disbursements 244,125 169703 413,830 390,014 396414 182,584

Exvess {deficiency) of receipts over disbursements 7830 46911 34,767 {27,363 {33,765} 88,532
Baianges, beginning of year 253817 151.036 404,973 244 R70 244,870 160,103
Baiances, end of yoar $ 0 261773 05 197967 5 459740 § 117508 0§ 211,103 % 248435

See accompanying independent anditor's report.
16



CITY OF BATTLE CREEK
NOTES TO REQUIRED SUPPLEMENTARY
INFORMATION - BUDGETARY REPORTING

The budgetary comparison is presented as Required Supplementary Information in accordance with
Governmental Accounting Standards Board Statement No. 41 for governments with sigrificant budgetary
perspective differences resulting from not being able to present budgetary comparisons for the General Tund
and each major Special Revenue Fund.

In accordance with the Code of Towa, the City Council annually adopts a budget on the cash basis following
required public notice and hearing for all funds. The annual budget may be amended during the year
utilizing similar statutorily prescribed procedures.

Formal and legal budgetary control is based upon ten major classes of disbursements known as functions,
not by fund or fund type. These ten functions are: public safety, public works, health and social services,
culture and recreation, community and economic development, general government, debt service, capital
projects, business type activities, and non-program. Function disbursements required to be budgeted
include dishursements for the General Fund, Special Revenue Funds, Debt Service Fund, and Proprietary
Funds. Although ihe budget document presents function disbursements by fund. the legal level of control is
at the aggregated function level, not by fund. During the year ended June 30, 2005 a hudget amendment
increased budgeted disbursements by $6,400. This budget amendment is reflected in the final budgeted
amounts.

During the year ended June 30, 2005, disbursements exceeded the amounts budgeted in the commumnity and
economic development function.
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CITY OF BATTLE CREEK
STATEMENT OF CASH RECEIPTS, DISBURSEMENTS,
AND CHANGES IN CASH BALANCES Schedule 1
NONMAIOR GOVERNMENTAL FUNDS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2005

Special
Revenue Diebt
Emergency Service Total

Reoeipis:
Property tax § 2,106 $17336 § 19462
Other city tax 102 837 939
2,208 18,193 20,401
Disbursements:
Operating:

Debt service . 17,961 17,961
Net change in cash balances 2.208 232 2,440
Cash balances beginning of yvear 6,604 15054 21,718
Cash balances end of vear $ 8872 $15286 % 24,138

Cash Basis Fund Balances
Reserved for debt service 5 - $15286 5 15,286
Unreserved 8,872 - RET2
$ 8872 §15286 3 24158

See accompanying independent auditor's report.
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hligation

General obligation bonds:
Street inprovement

evenue notes:
Sewer

CITY.OF BATTLE CREEK

STATEMENT OFINDERTTONESS
CEAR BN T 5

T ey

0, 2005

Aspount Balance issucd Redeomed  Balance
Pate of Imerest COriginally Beginging  During During End OF

Schedule 2

Interest
Interest  Dus and

July 8,1997  5.08%-530% 3138000 § 63250 § - $ 14700 § 48350 % 3261 & -
October 24, 2002 300% £170.000 $151000 § - $ 7000 % 144000 § 4353 % -

See accompanying independent auditor's report.
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CIIY OF BATTLE CREEK
BOND MATURITIES Schedule 3
YEAR ENDED JUNE 30, 2005

General Obligations Bonds Revenue Notes
Street Improvement Sewer Improvement
Issued July 8,1997 Issued Qctober 24, 2002
Year Eading Interest Year Ending  Interest -

Jupe 30, Rates Amount June 30, Rates Amount
2006 510% % 15350 2006 3.00% 8 7,000
2007 5.15 16,200 2007 3.00 7.000
2008 5.30 17,000 2008 3.00 7,000

2009 3.00 7,000

$ 48,550 2010 3.00 7,000
o 2011 3.00 8,000
2012 3.00 8,000

2013 3000 8,000

2014 3.00 8,000

2018 3.00 9,000

2016 3.00 9,000

2017 3.00 9,000

2018 3.00 9,000

2019 300 10,000

2020 3.00 10,000

2021 3.00 10,000

2022 3.00 11,000

See accompanying independent auditor's report.
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CITY OF BATTLE CREEK
SCHEDULE OF RECEIPTS BY SOURCE AND

DISBURSEMENTS BY FUNCTION -
YEAR ENDED JUNE 30, 20035

Receipts:
Property tax
Other city tax
Licenses and permits
Use of money and property
Charges for service
Intergovernmental
Miscellaneous
Total

Pishursements:

Operating:
Public safety
Public works
Culture and recreation
Community and economic development
General government

Debt service

Total

See accompanying independent auditor's report.
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Schedule 4

2003

$ 113,867
5,473
1,853
6,677

24,174

90,756

9181

§ 251981

$ 115176
42,885
30,159

6,924
31,020
17,961

$ 244325
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Independent Auditor's Report on Infernal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of
Financial Statements Performed in Accordance with Government Auditing Standards

To the Honorable Mavor and
Members of the City Council
Batile Creek, lowa

We have audited the accompanying financial statements of the govermmental activities, the business type
activities, each major fund, and the aggregate remaining fund information of City of Battle Creek, lowa, as of and
for the year eaded June 30, 2008, which collectively comprise the City’s basic financial statements listed in the
table of contents, and have isswed our report thereon dated November 17, 2005, Our report on the financial
statements, which were prepared in conformity with an other comprehensive besis of accounting, expressed a
qualified opinion since we were unable to satisfy curselves as to the distribution by fund of the total fund balance
at July 1, 2004,

Except as noted in the Independent Auditor’s Report, we conducted our audit in accordance with U8,
generally accepted auditing standards, Chapter 11 of the Code of Jowa, and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the comptroller General of the United States.

Internal Conirol Over Financial Beporting

In planning and performing our audit, we considered City of Baitle Creek’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinions on the financial
statements and not to provide an opinion on the internal control over financial reporting. However, we noted
certain matters involving the internal control over financial reporting and ils operation that we consider 10 be
reportable conditions. Reportable conditions involve matters coming to our attention relating to significant
deficiencies in the design or operation of the internal control over financial reporting that, in our judgment, could
adversely affect City of Battle Creek’s ability to record. process, summarize, and report financial data consistent
with the assertions of management in the financial statements. Reportable conditions are described in Part L of the
accompanying Schedule of Findings.

A material weakness is a reportable condition in which the design or operation of one of more of the internal
control components does not reduce to a relatively low level the risk that misstatements caused by errar o fraud
i1 ameunts that would be material in relation to the financial statements being audited may oecur and not be
detected within a timely period by employees in the normal course of performing their assigned functions. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in internal
control that might be reportable conditions and, accordingly, would not necessarily disclose all reportable
conditions that are also considered to be material weaknesses, However, of the reportable conditions desciibed
above we beheve items I-{(A,C,IY, ang B)-05 are material weaknesses.



Compiignce and Other Matters

As part of obtaining reasonable assurance about whether City of Battie Creek’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, and
comtracts, noncomphiance with which could have a direct and material effect on the determination of financial
statement amounts. However. providing an opinion on compliance with those provisions was not an objective of
our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards, However,
we noted certain immaterial instances of noncompliance or other matfers that are described in Part If of the
accompanying Schedule of Findings.

Comments involving statutory and other legal matters about the City's operations for the year ended
Juge 30, 2005 are based exclusively on knowledge obtained from procedures performed during our audit of the
financial statements of the City. Since our audit was based on tests and samples, not all transactions that might
have had an impact on the comments were necessarily audited. The comments involving statutory and other legal
matters are not intended to constitute legal interpretations of those statutes.

This report, a public record by law, is intended solely for the information and use of the officials, emplovees,
and citizens of City of Battle Creck. and other parties to whom City of Battle Creek may report. This report is not
intended to be and should not be used by anyone other than these specified parties.

We would like to acknowledge the many courtestes and assistance extended to us by personnet of City of
Rattle Creek during the course of our audit. Should you have any questions concerning any of the above matters,
we shall be pleased to discuss them with you at youar convenience.

£ A "
o I 0
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‘ ]

g 3

November 17, 2005 i
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CITY OF BATTLE CREEK
SCHEDULE OF FINDINGS

YEAR ENDED JUNE 30, 2005

Part 1 Findings Related to the Financial Statements:

INSTANCES OF NONCOMPLIANCE:

No matters were noted.

REFORTABLE CONDITIONS:

I-A-05

I-B-05

Segregation of Duties - One impostant aspect of internal control is the segregation of duties
among employees to prevent an individual employee from handling duties which are
incompatible. We noted that bank deposits, opening mail, recording receipts and dishursements,
checks and payroll preparation, and bank reconciliations are alt handled by one mdividual.

Recommendation - We realize that with a limited number of office employees, segregation of
duties is difficult. However, the City should review its control procedures to obtain the
maximum intemnal control possible under the circumstances.

Response - We will consider alternatives,
Conclusion - Response accepted.

Flectronic Data Processing Svstems - During our review of internal control, the existing

control activities in the City’s computer based systems were evaluated in order to detenmine that
activities, from a control standpoint, were designed to provide reasonable assurance

regarding the achievement of objectives in the reliability of financial reporting, effectiveness
and efficiency of operations, and compliance with applicable laws and regulations. The
following weaknesses in the City's computer based systems were noted:

The City does not have written policies for:
- Ensuring that only software lcensed to the City is installed on computers.
- Personal use of computer equipment and software.

Also, the City does not have a disaster recovery plan.

Recommendation - The City should develop written policies addressing the above items in order
to improve the City’s coatrol over computer based systems,

Response - We will develop written policies addressing the above items in order to improve the
City’s control over computer based systems.

Conclusion - Response accepted.

o]
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CITY OF BATTLE CREEK
SCHEDULE OF FINDINGS

YEAR ENDED JUNE 30, 2005

Part I Findines Related to the Finangial Statements: {Continued):

I-C-05

1-D-05

I-E-G3

Reconciliation of Utility Billings, Collections, and Delinguencies - Utility billings, collections,
and delinguent accounts were not reconciled throughout the year,

Recommendation - Procedures should be established to reconcile utility bitlings, collections, and
delinquencies for each billing period. The Council or a Council-designated independent person
should review the reconciliations and monitor delinquencies.

immediately and will be reviewed periodically by the Mayor.
Congclusion — Response accepted.

Approval of Time Sheets - We noted time sheets bad no indication that they had been reviewed
and approved prior to the preparation of the payroll.

Recommendation - Time sheets should be maintained for all City employees. Time sheets should
be approved and initialed by the employee’s supervisor or by an independent official who is not
involved with payroil.

Ambulance. Fire Department, and Library Funds - The Ambulance, Fire Department, and Library
currently maintain some accounts and records, inclading payroll, which are not controlled by the
City Clerk. These are not separate non-profit corporations, but are departments of the City.
Chapter 384.20 of the lowa Code states in part, “A city shall keep accounts which show an
accurate and detailed statement of alt public funds collected, received, or expended for any city
purpose, by any city officer, employee, or other person, and which show the receipt, use, and
disposition of ail city property. Public moneys may not be expended or encumbered except under
an annual or continuing appropriation.”

Recommendation - These funds and records should be mainteined by the City Clerk and any
disbursements should be budgeted.

Response - Ambulance - This way is working now. If we can stay this way we would like to leave
it this way if at all possible.

Fire Department - The City can look over all accounts of the Fire Department at any time. This
account keeps fundraising funds separate from tax money.

Library - The Battle Creek Library Board has unanimously decided to continug 1o maintain
accounts, records, including payroll, through our library board. We feel our records do not need 1o
be controfled by the City Clerk. We have kept our own records for numerous years with no
problems. The library board submits accurate and detailed accounts of all {ransactions to the City
Clerk. We do not feel the need to change how we eurrently maintain the library accounts,



CITY OF BATTLE CREEK
SCHEDULE OF FINDINGS

YEAR ENDED JUNE 30, 2005

Part 1: Findings Related to the Fipancial Statements: (Continued):

1-E-05

Ambulance, Fire Departinent, and Library Funds - (Continued)

Conclusion - Response acknowledged, however, provisions contained in the Code of Iowa
Chapters 384.3, 384.16, and 384.70 clearly establish the City’s responsibifity for budgeting,
accounting and reporting all city funds. It is the recommendation of the Auditor of the State, that
the city clerk perform the accounting and reporting requirements. It is gencrally more efficient
and the city clerk is bonded and insured in the event of financial impropriety. In addition, the city
typically has established the internal controls to ensure proper accountability and compliance with
local, state and federal requirements.

Part 11 Other Findings Related to Statutory Reporting:

i1-A-05

11-B-05

11-C-05

I1-D-05

II-E-05

Official Depositories - A resolution naming official depositories bas been adopted by the City,
however, it does not specify a it

Recommendation - The City should specify a himit in its resolution of depository.

Conelusion - Response accepted.

Cerified Budeet - Disbursements during the year ended June 30, 2005 exceeded the amounts
budgeted in the community and economic development fanction. Chapter 384.20 of the Code
of Towa states in part that public monies may not be expended or encumbered except under an
anmual or continuing appropriation.

Recommendation - The budget should have been amended in sufficient amounts in accordance
with Chapter 384.18 of the Code of Towa before disbursements were aliowed to exceed the budget.

budget.

Conclusion - Response accepted.

Ouestionable Disbursements - We noted no disbursements that may not meet the requirements of
public purpose as defined in an Aftorney General’s opinton dated April 25, 1979,

Travel Expense - No disbursements of City money for travel expenses of spouses of City
officials or employees were noted.

Pusiness Transactions - Business transactions between the City and City officials or employees
are detailed as follows:

WName, Title, and Transaction
Business Connection Description Amount

Dean Lansink, spouse of clerk,
owner of Lansink Kepair and Repairs, maintenance,
Hardware and tree removal £2,250



CITY OF BATTLE CREEK
SCHEDULE OF FINDINGS

YEAR ENDED JUNE 30, 2005

Part 11 Other Findings Related to Statatory Reporting: (Continued)

H-E-05

H-F-05

H-G-05

[E-H-05

11-1-05

Business Transactions - {Continued)

In accordance with chapter 362.5(11) of the Code of fowa, the transactions do not appear to be a
conflict of interest since total transactions were less than $2,500 during the fiscal vear,

Bond Coverage - Surety bond coverage of City officials and employees is in accordance with

statutory provisions. The amount of coverage should be reviewed annually to insure that the
coverage is adequate for current operations,

Council Minutes - No transactions were found that we believe should have been approved in the
Council minutes but were not. However, the published minutes did not include total
disbursements from each fund, a list of all claims allowed, and a summary of all receipts.

Recommendation - The City should include all necessary information in the published minutes.

Deposits and Investments - The City does not have an investment poticy as required by Chapter
12B.108 of the Code of lowa,

Recommendation - The City should adopt an investment policy which authorizes the types of
investments the City may hold.

Excess Balances - The following funds have balances at June 30, 2005 which are in excess of one
year’s expenditures:

Special Revenue - Employee Benelits
- BEmergency

Recommendation - While it appears that these funds may have an excessive balance, this can
usually be justified if the City has a specific plan for future expenditures. The City should
consider the necessity of maintaining these substantial balances and, where financially feasible,
consider reducing the balances in an orderly manner through revenue reductions.

Response - Balances will be appiied to future expenditures,

Conclusion - Response accepted.
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CITY OF BATTLE CREEK.
SCHEDULE OF FINDINGS

YEAR ENDED JUNE 30, 2005

Part JI: Other Findings Related to Statutory Reporting: (Continued)

[3-3-05

11-K-05

[-L-03

disbursements for services to a non-corporate entity exceed $600 in a calendar year. The City is
cutrently not issuing any 10997s.

Recommendation ~ The City should monitor yearly disbursenents by vendor and issue a
Fortm 1099 if required.

Response - 1099°s were issued to required vendors beginning in January 2006 and will continue to
be,

Conclusion - Response accepied,
Electronic Check Retention - Chapter 5541.114 of the Code of Towa allows the City to retain
canceiled checks in an electronic format and requires retention in this manner to mclude an image
of both the front and back of each cancelled check. The City retains cancelled checks through
electronic mage, but does not obtain an image of the back of each cancelled check as required.

Recommendation - The City should obtain and retain an image of both the front and back of each
cancelled check as required.

check after requesting this from our bank.
Conclusion - Response accepted.

City Code of Ordinances - The City has not compiled the City ordinances within the past five
years,

Recommendation - Chapter 38018 of the Code of Towa states in part, “At least once every five
years, a city shall compile a Code of ordinances containing all City ordinances in effect, except
grade ordinances, bond ordinances, zoning ordinances, and ordinances vacating streets and
alleys.” The City should compile the City ordinances as required.

Response - Codification has been budgeted and will take place during FY06/07.

Conclusion - Response accepted.



